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JOINT STATEMENT OF THE
EXECUTIVE COMMITTEE OF THE NATIONAL ASSOCIATION OF
SUPERVISORS OF STATE BANKS, THE FEDERAL DEPOSIT
INSURANCE CORPORATION, THE COMPTROLLER OF
THE CURRENCY, AND THE BOARD OF GOVERNORS
OF THE FEDERAL RESERVE SYSTEM
COORDINATION OF PRACTICES IN FIELDS OF MUTUAL OR JOINT RESPONSIBILITY
The Executive Committee of the National As-
sociation of Supervisors of State Banks and the
Federal Deposit Insurance Corporation have con-
sidered, through joint conferences, matters of mu-
tual interest touching upon bank capitalization,
meetings of bank examiners with boards of direc-
tors, problem banks, and internal audit and controls
of banking institutions. While the matters which
gave rise to these conferences concerned only the
Supervisors of State Banks and the Federal Deposit
Insurance Corporation, the Comptroller of the Cur-
rency and the Federal Reserve Board were invited
and participated in the discussions and lent valu-
able advice and counsel during the conferences and
join in the understandings reached as a matter of
desirable public policy.
In preparing this statement with respect to the
coordination of the practices of the several agencies
in fields of mutual or joint responsibility, it is in-
tended, of course, that each agency will fully carry
out the duties and responsibilities vested in it by
statute, and all the agencies mutually recognize the
statutory prerogatives of the others.
State banking authorities have the sole right to
charter State banks, the right to authorize or deny
branches of such banks if permitted by State law.
Federal Deposit Insurance Corporation, in the case
of nonmember insured State banks, must give its
prior approval to the establishment and operation
of any new branch of such banks, and in the case
of out-of-town branches of State member banks, the
Board of Governors must authorize any new branch
of such banks. State banking authorities have the
primary power over State banks as to solvency,
capital adequacy, and sound management, includ-
ing disciplinary action. State authorities also have
the final sanction of revocation of State bank
charters. State banking authorities recognize the
protection and benefits derived from Federal De-
posit Insurance Corporation insurance and Federal
Reserve membership and will conduct their super-
visory powers with a view to minimizing the in-
surance risks of the Federal Deposit Insurance
Corporation and maximizing the ability of those
State banks which are Federal Reserve members
to take advantage of their Federal Reserve mem-
bership.
The Comptroller of the Currency has the sole
charter power over national banks, the sole right
to authorize or deny branches of such banks if
permitted by State law, and the primary power
over national banks as to solvency and sound man-
agement, including disciplinary action. In case of
deliberate violation of law by a national bank, suit
may be brought in the name of the Comptroller of
the Currency for the forfeiture of the bank's
charter. He has special and additional concern for
adequate capitalization and sound management due
to the obligations of his office to the Federal Deposit
Insurance Corporation and the Federal Reserve
System which agencies are automatically involved
when a national bank is chartered and which nor-
mally do not examine or exert disciplinary action
over national banks.
The Federal Deposit Insurance Corporation has
the sole responsibility for granting to or withhold-
ing deposit insurance from nonmember State
banks and of withdrawing insurance protection
from insured banks. Normally, the Federal De-
posit Insurance Corporation examines only insured
State nonmember banks and normally it exerts in-
fluence toward adequate bank capitalization and
sound management of such banks through State
banking departments in the interest of protecting
depositors and reducing the loss exposure of the
Federal Deposit Insurance Corporation.
The Board of Governors of the Federal Reserve
System has the sole power to grant to or to with-
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hold Federal Reserve membership from State banks
and to withdraw membership privileges from State
banks. Federal Reserve authorities normally ex-
amine only State member banks and normally exert
influence towards adequate capitalization and sound
management of such banks through State banking
departments in the interest of maintaining a sound
credit structure and maximizing the ability of
State member banks to use their membership
privileges. They recognize a special and additional
concern as to adequate capitalization and sound
management of State member banks due to their
obligation to the Federal Deposit Insurance Corpo-
ration which agency is automatically involved by
the granting of Federal Reserve membership to a
State bank and which normally does not examine
or exert disciplinary action over State member
banks.
In the case of problem banks, it should be the
objective of the agencies directly concerned to
achieve and maintain close liaison in working out
solutions of the problems. Periodic consultations
should be held to lay plans for such disciplinary
or corrective action as may be necessary. It would
be expected that the State supervisory authority
would take the lead in carrying out the appropriate
disciplinary or corrective policies where State-
chartered institutions are concerned, although the
Federal agency involved would retain its right to
act independently if circumstances warranted.
As to new banks, the State banking authority has
the power to charter any new State bank which
has capital funds sufficient to meet requirements of
State law and the commissioner's judgment as to
adequacy, likewise, in such circumstances, to au-
thorize any new branch of a State bank when per-
mitted by State law. Federal Deposit Insurance
Corporation, in the case of nonmember insured
State banks, must give its prior approval to the
establishment and operation of any new branch of
such banks, and, in the case of out-of-town branches
of State member banks, the Board of Governors
must authorize any new branch of such banks.
The Comptroller of the Currency has the power to
charter any national bank which has capital funds
sufficient to meet the requirements of the National
Bank Act and the Comptroller's judgment; also,
in such circumstances, to authorize any national
bank branch if permitted by State law. Before
approving the application of a State nonmember
bank for deposit insurance, the Board of Directors
of the Federal Deposit Insurance Corporation is
required by statute to give consideration to the
adequacy of the bank's capital structure as well as
to the other factors specified in the law. The Fed-
eral Reserve authorities have the power to admit
any newly chartered State bank to membership if
it has minimum capital funds required by the Na-
tional Bank Act or they can refuse to admit to
membership a newly chartered bank whose capital
funds seem inadequate in their judgment. There
should be consultation between appropriate Fed-
eral and State authorities if the prospective bank
is to have a State charter and is to become an in-
sured bank or a member of the Federal Reserve
System and between all Federal authorities if the
bank is to have a national charter.
In determining the adequacy of capital of new
institutions the agencies should use at least a three-
year projection of the probable amount of deposits
and should take into account other factors, such as
type of community, overbanking, ability to generate
earnings sufficient to provide adequate compensa-
tion for good management and the accumulation of
additional capital funds for future growth, risk
asset ratio, etc., as well as any other factors required
by law.
We believe that much good can come from con-
sultations between supervisory agencies on matters
of mutual interest. To better provide for such con-
sultations, it is agreed that a standing committee,
consisting of one official representative of each of
the four supervisory entities referred to in the first
paragraph of this statement, shall be organized and
that this committee shall hold at least two meetings
a year in Washington, D. C.
We acknowledge also the benefits that may often
flow from conferences between bank managements
and bank examiners or other agency officials.
Where these conferences are sought by institutions
at the conclusion of examinations or at other times,
their requests should be readily granted.
The primary responsibility for calling discipli-
nary conferences with problem institutions rests
with the supervisory agency primarily responsible
for solvency and sound management, that is, the
Comptroller of the Currency or the State banking
department. Where the problem bank is a State
member bank or a nonmember insured State bank,
the appropriate Federal agency may call a discipli-
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nary meeting, if the State banking authority does
not call such meeting.
Boards of directors of banks should be en-
couraged through the examination procedure to
interest themselves in the adequate audit and in-
ternal control of their institutions. Boards of direc-
tors of banks too small to maintain competent
internal audit staffs should be encouraged to em-
ploy qualified outside auditors for periodic inspec-
tion of their banks' affairs.
/S/ WILLIAM A. LYON,
Chairman of the Executive Committee,
National Association of State Bank Supervisors.
/S/ MAPLE T. HARL,
Chairman, Federal Deposit Insurance
Corporation.
/S/ PRESTON DELANO,
Comptroller, Office of the Comptroller
of the Currency.
/S/ WM. MCC. MARTIN, JR.,
Chairman, Board of Governors of the
Federal Reserve System.
July 3, 1952.
PROCEDURES TO IMPLEMENT THE JOINT STATEMENT
1. Circumstances under which examiners or super-
visors hold meetings with boards of directors of banks.
l(a) Whenever a board of directors or a group
of directors requests a meeting with the bank ex-
aminers at the close of an examination, the requests
should be granted.
l(b) The supervisory agencies may well con-
sider encouraging boards of directors to take ad-
vantage of visits by examiners to obtain the first-
hand views of the examiner as to the condition of
their bank. Much valuable information can be
gained from an informal discussion during which
the examiner would have an opportunity to bring
to bear his broad experience in the examination of
banks of many kinds in a way which he would not
feel free to do in a formal examination report.
2. In the case of problem State banks, it should
be an objective of the agencies to achieve ever closer
liaison between the State banking supervisor and
the appropriate Federal agency in working out
solutions of the problems. A problem bank may be
in that category for a variety of causes, such as
management deficiencies, weak assets, insufficient
capital funds, lack of adequate internal audit con-
trols, etc.
The State agency and the appropriate Federal
agency should compare their lists of problem banks
and the reasons why the banks are on the problem
list. It would be hoped that the thinking of the
State and Federal agencies would be alike in the
great majority of cases although each agency
would retain its independence of judgment where
there might be differences of opinion.
The State agency and the appropriate Federal
agency would discuss the desirable steps to be taken
to correct the problem situation. It would be ex-
pected that the State supervisory authority would
take the lead in disciplinary or corrective action
although the Federal agency involved would retain
its right to act independently if circumstances war-
ranted.
3. In problem banks a decision as to whether a
disciplinary conference should be held is usually
made after the examination report is filed. For
problem State banks the decision as to where the
conference is to be held would normally be made
by the State bank supervisor. Normally, the Fed-
eral Reserve Bank or the Federal Deposit Insurance
Corporation would be invited to have a representa-
tive at such disciplinary conference, depending on
whether the bank is a State member bank or a non-
member insured State bank. The appropriate Fed-
eral agency has the power to call a disciplinary
meeting at a place which it may decide, if the State
banking authority does not call such a meeting for
a problem bank. In such a case the State authority
would be invited to participate.
4. In unusual circumstances, where an immediate
conference is needed with a board of directors of a
State bank, the State bank examiner would nor-
mally take the initiative. If the State bank ex-
aminer declines to do so, the appropriate Federal
examiner is free to call such a meeting, in which
case he would notify his district chief and the State
bank supervisor's office.
II. Methods of providing adequate bank capital
funds.
A. In the case of a new ban\—
1. There should be consultation between appro-
priate Federal and State authorities if the prospec-
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tive bank is to have a State charter and is to become
an insured bank or a member of the Federal Re-
serve System and between all Federal authorities if
the bank is to have a national charter.
2. In determining the adequacy of capital of new
institutions the agencies should use at least a three-
year projection of the probable amount of deposits
and should take into account other factors, such as
type of community, overbanking, ability to gen-
erate earnings sufficient to provide adequate com-
pensation for good management and the accumula-
tion of additional capital funds for future growth,
risk-asset ratio, etc., as well as any other factors
required by law.
3. The State banking authority has the power to
charter any State bank which has capital funds
sufficient to meet requirements of State law and the
commissioner's judgment as to adequacy.
4. Before approving the application of a State
nonmember bank for deposit insurance, the Board
of Directors of the Federal Deposit Insurance
Corporation is required by statute to give considera-
tion to the adequacy of the bank's capital structure
as well as to the other factors specified in the law.
5. The Federal Reserve authorities have the
power to admit any newly chartered State bank to
membership if it has the minimum capital funds
required by the National Bank Act or they can re-
fuse to admit to membership a newly chartered
bank whose capital funds seem inadequate in their
judgment. Usually the Federal Reserve authorities
agree with the Federal Deposit Insurance Corpora-
tion judgment as to minimum adequate capital
funds, but in doubtful cases, they discuss the merits
carefully with the Federal Deposit Insurance Corpo-
ration and act independently in unusual cases.
6. The Comptroller of the Currency has the
power to charter any national bank which has
capital funds sufficient to meet the requirements of
the National Bank Act and the Comptroller's
judgment.
B. In the case of moderately under-capitalized
ban\s—
1. The Comptroller of the Currency endeavors
to obtain additional capital through the sale of
new common stock, or to obtain correction through
a reduction in the volume of those risk assets sub-
ject to the greatest degree of risk plus such correc-
tion as may be possible in the form of retained
earnings.
2. For State banks the State bank supervisor
would normally see to it that steps are taken to
improve the protection afforded depositors either
through special attention devoted to strengthening
capital or through urging upon the institutions a
lesser degree of risk taking in loans and invest-
ments.
C. In the case of problem ban\s due to insuffi-
cient capital funds—
1. In the case of a national bank, if the under-
capitalized position cannot be corrected through
use of the measures utilized in the case of mod-
erately under-capitalized banks, the Comptroller
of the Currency must weigh the risk inherent in a
specific situation and determine whether a closer
degree of supervision is required.
2. The State supervisor normally would take
corrective action in the case of State banks but
would welcome support from the appropriate Fed-
eral agency. Under such circumstances the Federal
authority would act independently only in the event
that its statutory responsibility is not fully dis-
charged by the action of the State agency. In the
latter case, the Federal agency would keep the State
agency informed as to its recommendations and
plan of action.
III. Methods of improving bank audit and control
procedures.
1. An important part of the solution of obtaining
better internal controls in banks is to achieve a
greater understanding on the part of some directors
and officers as to what are adequate methods. There
is need for a long-range program on this score.
The matter should be brought to the attention of
bank directors and officers repeatedly and a good
vehicle for such education is the examination report
of the bank.
2. The board of directors of a bank can maintain
better control of the bank's operations with a view
to honesty, efficiency and accuracy if experienced
outside auditors are occasionally employed to audit
the balance sheet, systems and controls and pref-
erably to verify loans, mortgages and deposits. It
is not proposed that external audits be used as a
substitute for internal auditing in banks which are
large enough to maintain an audit staff but rather
as a supplementary procedure for the more com-
plete protection of the bank and its directors. For
banks too small to have a regular audit staff, it is
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obvious that a periodic inspection by qualified out-
side auditors should be of great value. The cost
of such outside audits for the typical small bank
would seem a small annual figure to pay for pro-
viding this valuable additional measure of protec-
tion to the bank and its board of directors, and
from the standpoint of increasing the efficiency of
the bank's operations.
/S/ WILLIAM A. LYON,
Chairman of the Executive Committee,
National Association of State Bank Supervisors.
/S/ MAPLE T. HARL,
Chairman, Federal Deposit Insurance
Corporation.
/S/ PRESTON DELANO,
Comptroller, Office of the Comptroller
of the Currency.
/S/ WM. MCC. MARTIN, JR.,
Chairman, Board of Governors of the
Federal Reserve System.
July 3, 1952.
CURRENT EVENTS AND ANNOUNCEMENTS
Admission of State Bank to Membership in the Federal Reserve System
The following State bank was admitted to mem-
bership in the Federal Reserve System during the
period June 16, 1952 to July 15, 1952:
California
Mar Vista—Mar Vista Commercial and Savings
Bank.
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